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L 9k* basic objective of the econcmiic defense pro gr a a Is to Halt 
or impair the present aid potential military strength of the Commmist hloc 
without undue iapalrxoent of the Military and econoale strength aid political 
unity of the free world, insofar as this can be accomplished through controls 
ee the trade and other external economic relations of the bloc. The simplest 
and most obvious method of doing this would be to deny to the bloc all 
imports from the rest of the world* k complete stoppage of trade would 
ensure both a) the denial of inports particularly significant to the bloc 
milit a ry build-up sad b) the mwtwura overall loss of trade advantage to 
Ihe bloc. 

S* Severer, in the present multilateral economic defense program, no 
a fct s m p t has been made by the OS to get a complete stoppage of trade with the 
Idee, partly because this would be et variance with established OS foreign 
economic policy which favors expended trade aM liberal trade policies, but 
mainly became it is fairly clear that a complete embargo on trade with the 
bloc would be di pl oma t i c a l ly unattainable in a multilateral framework. An 
ostensible rsason frequently stated and given its classical expression by 
Omrehill is that trade provides "helpful contacts and associations , * permits 
%riandly infiltration. * la any case, the policy adopted was a policy of limited 
controls ever ex po rt s to the bloc. 

3* From the viewpoint of economic defense objectives alone, i.e., the 
mart mm impairment of Soviet capabilities relative to those of the Vast, a 
oomplst* embargo on East-West trade is preferable to a limited or "selective" 
eeatrol program. But given tbs necessity of a limited control program, the 
problem than Is primarily one of msans, rather than ends. Sow shall trade 
be limited end bow far? Which Imports of tbe Soviet bloc should be selected 
for damial t Co What degree should the normal volume and pattern of imports 
be inter f ere d with? 
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n. Brief Paacrig tlgn of at foiiclw 

*• ®IS2£i2S£. 

Am present multilateral economic defence {export control) program 
jj e#*«Bt tally a selective control system, one which attempts to identify 
aai f-ry th ose imports which would, contribute moat to bloc military ca p a b ili t ies. 
XS6 152/3 expresses one of the general objectives of the X® In the control 
gragmoi as "to control selectively exports of commodities sad supply of services 
fsernm the flree world, which contribute significantly to the war potential of the 
Soviet bloc,* 

first "general cons id oration" set forth In ISC 152/3 suggests that 
the y ffi poie ©f trade controls Ls to reduce the "relative economic potential 
for war* of the Soviet bloc, nothing Is said about obtaining the maxima* 
redaction in tbs bloc’s relative economle potential, presumably because of an 
of the difficulties sad costs which such an attempt would ent/ail 
friendly countries# "Bet running through the record of official 
dlaeaasioas of the control p ro g r am Is an implicit assumption that the objectives 
of the * defense program can be fully achieved merely by selective 

contr ols, She fact that the Soviet gains from trade in other then 
"atratagte" items app ear s to be overlooked. 

gg trade with tin Soviet bloc and Chin a hes virtually ceased, 
tbs gsited States has never advocated a complete cessation of trade with the 
countries. A selective control program, has been advocated not 


for 


as "half a leaf tetter thanmoe" expediency hut rati on a li sed as good in 

jppp. 

"Aswmdag that the nscessary security safegaards are present, 
the f a s s -w orld countries take the view that there ere positive 

to their own economies to be had in East-4fest trade— 
as »— 11 as ether trade— and they also are anxious to keep open all 
yrMn that might lead to a sounder basis for peace in the world. 1 

"femrefore the free world does not consider Best-fast trade 
as bad in itself. 

1. Statement preJaureA far ASmiral DeLany’s use before iouse subccmraineo 
on foreign Sconoolc Policy, April 15# 1955# P* 6* 

Approved For Release 2001/03/02 : CIA-RDP63-00084A0001 00020008-6 


Approved For Release 2001/03/02 : ClfPfSft>63-00084A0001 00020008-6 

3 

gyg -^o to you that tto United States flovernnent 

view with otter friendly governments, and sees bo canoe 
for concern over non-strategic Iaat»¥est trade.* 

SB eiodlor grounds tte Bsndall Coendsofon reeaaBended to the President 
a&d Congress la January of 195^ "that so far a* It can he done without 
jeopardizing Bilitary security, and subject to the ettargo on Conannist 
qaina and Sorth Sorea, the Bolted States acquiesce in more trade In peaceful 
goods between Western Europe and the Soviet bloc.” 

II j_gnr of tte desirability of a Halted control systsB rests not only 
aa tte vumm A ability to distinguish between “strategic" and "non -strategic * 
trate^teggtets 3 ttet tte inpact of d saying particular goods or groins of 

him n1tt 1m on hlee military or economic capabilities can he weighed ag ains t 

tte advantages to tte free world of tte trade that would otherwise result t 
*... interference in tte trade between tte free world and 
tte Soviet bloc should take place only where a clear advantage 
to tte free world would accrue tram such interference “ (Para* 3)« 

This Is tte concept of “the net security advantage." The Fourth Battle 
Act Rep ort stated that the basic policy of the United States on East -Best 
trade rested on four principles* of which natter three read “The free world 
ny derive a net security advantage out of sobs Baai-West trade.” This 
concept was explained as follows on page 39 of tte seas reports 

“So urge complete embargo in tte present situation Is to ignore 
tte feet that tte present trade situation offers opportunities to 
tte free world. She free world, wittfcs enormous production, can 
benefit frees trade; tte test is what goods are traded and on what 
tens. She free rations are stronger economically than they have 
ever. been. Collectively they are far stronger than tte Soviet bloc. 

Stey ppe t tv ff treneadoos resources. On the whole they have solid and 
he«vl ».*y competitive systems. Their businessmen have behind the* 

centuries of experience in bargaining, merchandising, and servicing. 
With thes e factors creating for the free world a currently strong 

BKSBf 
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2. Criteria for Controls 

Before the revision of the CoCom aid Battle Act Lists in the summer of 1954, 

no formal criteria had been established by CoCom countries for determining what 


items should be controlled. The basis of the -ore-1954 CoCom lists IL/l and II (embargo 
and quantitative control) was the product of negotiations by the US, the UK and France; 
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trading position, the free -world nations should he able to takas 
advantage of the needs of the Soviet bloc and by hard bargaining gain 
benefits from Sast-West trade. " 

Finally it should be noted that, especially since the reappraisal in 
1954, the desirability of a Halted control system is a corollary of certain 
assumption* regarding the i— I nance of war between the Soviet bloc and the 
free world, which were described as follows in the opening statement by the 
United States at the nesting of the Consultative Croup in Baris in April 195^*~ 
”So one can as— s that the possibility of war has 
disappeared altogether from view, fhe risk of war is ever 
present and must influence our thoughts and our actions in 
the parted that lies ahead. let the balance of probability 
favors the prospect of there being a long period of tension, 
of of l a g&siam 1 b vorll teosiozi itet 

of war but Including within it the over present risk of war. 

"Oar system of security controls upon trade with the 
Soviet areas must be fashi one d and adapted to the situation 
which confronts urn. A system designed with the I— inent 
prospect of war is not that which we would have devised had 
we sad* the assumption which now guides our po lic ies is all 
related security fields, and has been generally confirmed by 
the outcome of the Berlin Conference." 


2. Criteria fear Controls 


Before tits revision of the COCOS and Battle Act lists in the sums 
of 195 k, there were no officially agreed international criteria far deter- 
mining what items should be controlled. The COCOW lists wears the product 
of negotiations that began with prop os als by the 08, the UK and France. 


In drawing up their proposed lists, the following criteria were employed 

S 

in selecting items for embargo: 


.. ij 
#*1 


c tro; Kris 

2, Consultative Group Paper Bo. T, Annex A, reproduced from CG Doe. 213, 1950, 


SBGHSF 
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"(a.) Items which are des i gne d or used principally for 

the production and/or dave lament of arm, ammunition, 
of war* 

"(h) Items which would contribute significantly to the 
wssr potential of the Soviet bloc where the items 
incorporate advanced technology or unique technological 
know-how. this applies only to goods sufficiently Important 
to tie war potential of the Soviet bloc that Idle absence of 
an embargo would permit a significant advance in Soviet bloc 
technology over its present level of development. 

"(c) Items which would contribute significantly to the war 

potential of the Soviet bloc in that the items, if esfeargoed, 
would maint a in or create a critical deficiency in the war 
potential of the Soviet bloc.” 

far List II (quantitative controls) goods had to be "highly important" 
in contributing to the war potential of the Soviet bloc in proportion to the 
quantities exported. Items for List HI (the surveillance list) bed to be 

of "potential strategic significance” but fen which available inf carnation was 

A )■ | .^ j 

insufficient to establiah'tfae need for eafcargo or quantitative control. 

“War potential " 1 was interpreted as follows: 

"War potential in to be viewed from both the short term 
sad the long term aspects. It includes (a) items of direct 
military application. It may also include, amongst others, 
selected items which represent (b) sectors of industry in 
which strategic and industrial interests are very closely 
mingled and where the items concerned can easily and quickly 
be turned over from peaceful uses to the manufacture of war 
equipment or other direct military application and (c) other 
industrial fields which serve to support the basic economy 
of a country and which therefore support either a peacetime 
or a wartime economy. " 

insm 

SSCRET 
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basis fear deciding whether a specific commodity met these criteria 
varied hot in gew ral conventional concepts were used based on i«»r* |>an 
experience to identify goods "of direct military supplication" and "sectors 
of industry in which strategic and industrial interests are very closely 
si ngled ." Available intelligence was consulted, but was relied upon sore 
for Material that could be used in COCOM discussions rather t han for 
conclusive evidence that the criteria were or were not set. Intelligence 
often could supply information shoving the degree of Soviet reliance on 
imports of particular ltens (i.e. the ratio of imports to doaestlc production) 
Imt invariably mu unable to find that tatoarga of an itea by itself 
*wauld maintain or create a critical deficiency in the war potential of 
the Soviet bloc." Consequently, if as Itea was regarded as "strategic" 
in VS defense and stabilization planning circles , and if there was any 
evidence that it mi in "short supply* in the bloc, it was nv»iy to be 
proposed for embargo or quantitative control, frequently the fact of Soviet 
bloe imports were taken as evidence of short supply, and while this my be 
an excellent reason for embargoing any commodity, it does not constitute a 
basis for selecting between different imports. 

In 195* a very su bs tan ti a l downward revision of the COCOM lists was 
effected, for this purpose formal criteria were proposed by the OS and 
adopted by the Consultative Group as the basis for the COCOM review. 1 At 
first glance the new criteria, on the basis of which a substantial pruning 
of the lists took place, appear not greatly different from the old ones; 

"(a) Materials and equipment (by types and grades) which are 

designed specially or used principally for the development. 
Production or utilisation of arms, aaaanition, Implements 
of war and atomic energy materials. 

"(h) Materials and equipment (by types and grades) which 

incorporate advanced technology or unique technological 
know-how ( i nc l ud in g production know-how), the acquisition 
of which may reasonably he expected to permit a significant 
advance in Soviet Bloc technology in military or atomic 

energy production over the level of development already 

Approved For Release2p01/03/02 : CIA-RDP63-00084A0001 00020008-6 
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"(e) Materials and equipment (by types and grades) in which the 
Soviet Bloc Isas a deficiency which is critical in relation 
to its military capabilities and which it could not over- 
come within a short period." 

ffce chief difference is the ell ail nation of the references to "war 
potential' and in general the wording is natch acre precise. The connotations 

of the elimination of the war potential target are set forth in a statement 

1 

by the OK delegation to the C® cooBtentlng on the proposed criteria; 

"In the United Kingdom view there was no doubt that a substantial 
redaction in the International Lists was desirable and strategically 
Justifiable in the new circumstances, for exesple, they believed that 
the following considerations which were entirely consistent with the 
criteria proposed in the United States paper (COCQK Document 1563 ) 
ffVwnis be taken into account when deciding on the removal of items 
for the Lists: 

"(a*) That the Bloc was, or was becoming, self-sufficient, or 
produced enough of a particular camnodity to be able to 
satisfy its military needs without difficulty. 

"(b) That though an item made seams contribution to military 

potential It was of a general-purpose character and was used 
for military purposes on a small scale in proportion to 
its civilian uses. 

"(c) ®tst an item served the basic economy of a country and 
was not closely enough related to military production to 
justify embargo." 

She effect of the 195* list revision by COCCM wua to limit the control 
system to only those items (l) that make a direct and measurable contribution 
to the production of military goods and related technology, or (2) to which 
the Soviet bloc has a critical deficiency in relation to its military capa- 
bilities. Since the British interpretation of (1) baa been to exclude 
"multiple wee” ccomodities, i.e., goods which are useful to civilian production 

l. tbu. prm — — 

SB CBHE 
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u well os Military, relatively few imports qualify u»*t»r the first 
criterion (Mating guide (a)). Likewise there were very few eases where (b) 
advanced technology was cited. She burden of proof for aost of the ccoBodities 
retained therefore rested wader (c) -« critical deficiency in relation to 
M i li ta ry capabilities. Most of the difficult questions aat dlsagr eenen ts 
that have arisen have had to do with listing guide (e). With regard to this 

criterion the 03 delegation Made the following stateswnt in the Consultative 
Qrotapt 

"®be first two listing guides were quite self-explanatory and, 
at this stage# did not seen to need clarification. With respect to the 
third listing guide, which would establish the yardstick of a "deficiency 
which is critical in relation to its Soviet Hoc Military capabilities " 
the ter* "Military capabilities n was intended to include both present 
£S*2S£. capabilities. So far as application of these guides was 
concerned, his Ooveroaent would expect that, generally and subject to 
variations la relation to the facts in individual cases, items found to 
Meet sitter of the first two guides would be considered eligible for eotosrgo 
aed ifews found to neet the third guide would be coughdgred eli gible for 
wteergo, quantitative control, or "surveillance, " depending on the facts 
in the indiv idual case. " 

this interpretation of Military capabilities as c asprehe nding both 

present and future, was not written into the listing guides. It 

closest to approximating the old criteria with their enphaaio on war 
potential but any such interpretation would have cows into conflict with 
the British interpretation given above which clearly exclu d e d citing a 
contribution ' to *ke "basic economy" as a Justification for denial - Jhis 
conflict, it should be noted, is the locus of a basic contradiction between 
the criteria as they were sjg^Uad, and the underlying assumption, referred 
to above, of ”a long period of tension - short of war," the so- called 
long-haul assumption. Such an assumption lap lies a set of controls 
directed not at short -run m il it a r y capabilities but at the secular expansion 

m a nn, g^e a, m. — 

SSCKB3P 
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of esnsraU Soviet economic capabilities . For in tie long-haul, presumably, 
impact of denial of materials and equipment entering into military 
production can be shifted to other sectors of the economy, wher eas, controls 
that impose a cost on the bloc which in effect reduces the overall growth 
of output nay be presumed very broadly to limit military capabilities as 
the else of the parts are limited by the size of the whole. 

If the British interpretation of military capabilities had been rejected 
it might have been possible instead to interpret nslfng « c n ^ 

covering goods which contributed to the long-run growth of overall Soviet 
economic capabilities • Since it ms not, the United States has attempted 
to justify embargo of some c omm o di ties (#.g. rolling mi. 1 , 1s and copper) under 
this criterion by construing future military capabilities as referr ing tc 
military requirements for the commodity in time of actual war rather than 
as relating to the future growth of ec ono mi c capabilities in general. 

Since none of the pertinent elements of such a lypothetical si tuati o n 
(e.g. mm, where, for how long, etc.) have been agreed upon, and since 
the estimation of military requirements for a commodity even in a war 
situation is extremely difficult and uncertain this approach has not been 
way persuasive. In any case there is a flat contradiction between the 
® and the British interpretations, 

3* Bffects of Revision 

Btrietly interpreted the new criteria were bound to produce a 
radical pruning of the lists* The burden of proof now rested on the s u pport ing 
justification for each item proposed tag retention. It was a heavy burden, 
too, because the British interpretation not only excluded multiple use items 
team control— but also precluded controls over basic and heavy investment 
goods which would contribute to the expansion of bloc industry, fiat a groat 
deal is left. 

Moreover, each item was considered cm its individual merits without 
asy systematic atteapt to calculate the aggregate effects cm bloc capabilities 
of the list revision as a whole. The aggregate effect of the list revision 

flg T ’g g ' P 


Approved For Release 2001/03/02 : CIA-RDP63-00084A0001 00020008-6 



Approved For Release 2001/03/02 : CIA-RDP63-00084A0001 00020008-6 

10 

•fcfr pg Xiad an indeterminate r elatiooship to the d e c i sions in each individual 
cam * Vhen the list review was over It was recognized that in the aggregate 
-the revision went farther than the United State# Government had anticipated. 

In the field of Machine tool# and Metal working equipMeat a number of 
specialized items such as certain types of bearing Bills and lathes were retained 
on the embargo list because they Bet criteria (a) or (c). In the first case 
the technicians were able to agree that such, equipment was designed to be used 
principally in the pr oduc tion of ordnance, aircraft, or other Mi l it a r y items. 

In aany eases the items were Bore pr ecisel y defined and deliaited. Jhe items 
for which critical deficiency was claiMed are aore subject to question; in 
cases the intelligence data did no* clearly meet the criterion but the 
item was retained on an gd hoc baais. General purpose machine tools such as 
turret lathes were removed from the list and r olling Bills were re t ai n ed on the 
embar go list only provisionally. She subsequent dispute over r ollin g Bills 
has demonstrated that the controls erected on the present criteria are extremelj 
Hat ted since sway types of rolling atlls although basic to heavy industry 
expansion do not qualify under the criteria. Heavy power generating equip- 
aent was kept under embargo but subject to continuing dispute. Bail trans- 
portation equipnent including flat cars, tank cars and rails were removed 
tram control although the OBSR is engaged in a Major expansion of its rail 
transportation system. Copper Metal was kept under embargo only under strong 
protest and bare cupper wire was put on List I I I. ColuBbluB, molybdenum, 
cobalt, tantalum, titanium and gerBaniun, were kept on the esteargo list; 
the ffggp clearly has a deficiency in these metals in relation to the expansion 
of the Soviet economy, but it would be difficult to prove the existence 
of a deficiency in relation to Military capabilities . 

She above description does not purport to be anything but illustrative 
of the difficulty of Meeting the criteria. While a number of special purpose 
equipment liens aet the criteria, sene items r e m ain under embargo without 
clearly meeting the®, and Mary items are no longer controlled which most 
co ntribute to the expension of the Soviet bloc’s industrial war potential 
in proportion to the quantities which will in the future be imported. 

sf r aret* 
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TTT - Evaluation of the Present Controls 
SS€ 152/3 concludes that: 

"Over the long term, trade controls th®s@h withholding a 
contribution to the overall Soviet bloc economy, cannot seriously 
that econcsay. Over the short term and in selected areas, 
however, there probably is a retardation of the growth Of Soviet 
war potential. ” 

, It is not certain that the existing controls actually liiait the total 

I v olu me of East-West trade. Other factors may be equally or more limiting, 
j each as Soviet reluctance to depend on outside sources of a triply, and the 

av ailab le supplies of exportable commodities. Most Western European trading 
partners of the bloc have experienced chronic surpluses in their clearing 
accounts with the bloc and some have had to restrict exports when their credit 
balances reached certain limits or to charge interest on amounts in excess of 
the limits, the bloc has occasionally had to »aU gold as in 1953 because of 
a shortage of sterling, the evidence suggests that the actual levels of imports 
of the past two or three years hawe been all the bloc has been willing or able 
to pay for without using gold and that they have net wanted to use gold cm 
a large scale. It is, of course, true that their willingness to use gold 
or other commodities would have been greater in the absence of controls. On 
balance, however, it seems Justified to say that the controls have changed the 
commodity pattern of imports more than they have limited the overall volume 
of trade. While one cannot 5mow what tbe level of trade would be in the absence 
of controls, it is interesting to note that European Beet-West trade (i.e. 
trade between European COCCM countries and the European Soviet bloc) waa 
% 4 g *M»T> in 1954 than in any previous postwar year. 

Even if one admits that the control* actually depress the volume of 
trade, the effect of the present controls is probably slight. *he bloc 
economy 1* highly though net uniformly industrialized, ard diversified, 

whereas the total voluse and value of its imports by comparison is very small. 
HI-59 concluded in April of 1953 that a complete stoppage of trade from then 
existing levels would not have a significant affect on the general l«vel of 

3ECBET 
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econcHBlc activity of either the bloc or the Vest and that while some bottle- 
neck® would be created which would reduce production of specific military 
end-items, eoet of these would be eliminated and the imports replaced by domestic 
production within a period of four years. Again XXE 100-3-54 estimated in 
March of 1954 that a substantial relaxation of controls would increase bloc 
economic capabilities bat not significantly and that the advantage to bloc 
military potential would almost certainly be small. 

Ary i n cre ase in restrictions on the export from the Vest of goods actually 
imported by the bloc is bound to canse some loss to the bloc, if only daring a 
period of readjustment. It Is probable that the present controls led their 
max i maw Impact during the Korean war period, when bloc demand for military 
goods rose sharply at the same time that controls were taking effect in actual 
enforcement by C0CGK countries . Mr new, however, the bloc has had time to ■»*<- 
its internal adjustments to these controls, and their long-run impact is certain 
to be., leas than it wee in the short-run. 

She problem, then, is to assess the long-run impact of a continuation of 
sxistiag controls into a future period of /indefinite duration. Shis impact 
mey be discussed either as a specific loss in military potential, or as a general 
cost borne by tbs bloc economy as a whole taking into account stfwtltutions of 
domestic production fear imported items. In other words the most pertinent 
questions that can be asked about the impact of the controls are these: 

(1) Is the ispect of den ia l actually concentrated an tdttl tfiTgity £,0,| 

production of military goods, or is It generalized throughout the econoay? 
and (2) Is the aggregate impact of the present control system the maximum impact 
that can be obtained per value unit of goods denied to the bloet 
1. In ci d ence of Hffecta Within tbs Bloc 

In general it is impossible to identify any goods imparted by the bloc 
which the bloc could not is time and at some cart produce in requisite quantities. 
One commodity which so far as is known is not produced in the bloe and which 
has important military uses in the bloc is natural rubber. However, natural 
rubber.; has never bean effectively controlled because important supplying 

SEGSBSt 
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countries were outside the control machinery, In almost every other case the 
bloc has its own production of the commodity (or an adequate substitute) and 
wishes to supplement it by bperta. Xn few, if any, cases has intelligence teen 
able to demonstrate that the denial of an import would reduce the output of any 
particular military item in the Soviet bloc. It has been somewhat easier to 
demonstrate that certain commodities embody a contribution of advanced technology 
but even here the presumption must be that the technology in question is trans- 
ferable — though perhaps at greater cost and delay - by other than proto- 

types. 


1S» present controls have been described as aimed at bloc militar y 
production capabilities f However, aiming and firing at a target does not 
guarantee a bit; the target may move, and shortages may become surpluses. What 
is certain is that a number of goods remain uniter embargo which the Soviet bloc 
would like to acquire and which it would probably have used in its war production 
industries. There is no way of telling — beyond mere presumption — that the 
danial will limit or depress overall production of military end-items. In most 
cases it mast be presumed that the ddnial of these goods means that the bloc 


will produce them itself — probably at a higher cost — but the burden my 
well be shifted and borne by the Isveatmat or consumption sectors of the bloc 
economy, oritmy be^ororcGme by expanded trade in son-controlled items. This 
may have a long-run a lth ou gh insignificant effect on the expansion of the bloc's 
overall economic capabilities but would not affect the industrial potential or 
military capabilities of the bloc at all in the short-bun. In the process of 
aiming at this narrow-military production-target— a number of imports that 
obviously contribute something to the growth of the Soviet economy have been 


removed from control. This may have been justified by diplomatic and political 
considerations but the overall effect on relative economic capabilities -though 
probably very slight— was surely favorable to the Soviet bloc. 

S * Productivity of Present Controls 

Contrasted with the incidence of the impact of controls on particular 


sectors of the bloc economy, there is the question of the aggregate impa ct or 

L Sfc r**' 6 * liw *““>* — 
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cost — wherever It falls within the eeonsav — of a given set of controls . 

If we cannot he sure where the cost Is borne, can we at least be sore that, 
given the degree of Multilateral controls politically obtainable, we are 
loosing the aaxlaaB cost on the bloc? At present, of course, we cannot be 
sure of this since the Items selected for control were not selected on this 
basis. That the present program imposes a cost on the bloc econoay follows 
if one accepts the proposition that the controls Halt the total volume of 
bloc isqports and alter their composition. Bat we have — at present -« no 
way of knowing whether and to what extent the bloc will replace the denied goods 
and how Mach this would cost the bloc. Pot smother way, we have as yet no 
concrete statistical, measure of the economic ^.In to the bloc from the obstructed 
trade if it were allowed to take place, fflae cost to the bloc — the impairment 
of its overall economic capabilities — is the loss of this advantage which in 
torn is related to the cost of re pl a ci ng the imports from its own resources 
adjusted by the savings involved in not producing the exports to pay for the 
imports. 

In general therefor*: *s cat t oo , alsUngttisb among bloc imports am. the basis of 
•.heir unique coatribusior. te .be production ®f a specific military coA-it**, and 
’*» do not distinguish am on g fapert* on *be basis of tha relative cat to the bloc 
of replacing different imports. Thus all *e can nor say about the Impact af the 
present program is that it is a function of the amount of trade out off and that 
the tereaccr the volume of trade interfered with, the greeter the impairment of 
oloc to 'noais capabilities. 



Since the fcapact of the present program css. enly be considered in. terms 
of the amount of trade cat off, the denial (or vice-versa) of a single coasted* ty 
ami alaovt never be justified solely is relation to that eesssodlty but only as a 
part of a bundle or list of commodities selected to eat down the volume of %st~ 
*#at trade* fbua in term* of owr present program it i« dubious to speak of a 
particular transaction or bilateral tr da arsnmgeaeat as involving a art security 
advantage for the «st, insofar as tois advaawg*-' is coaoaived of in terms of 
altered relative economic capabilities* -Tie effect of trade controls an relative 
economic capabilities can be analyzed, if at all, only in terms of the aggress tee 
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la aggregate terms, the economic advaxtage of East-West trade is 
probably greater for the Soviet bloc than for the West. Studies conducted 
by the Economic Intelligence Committee in connection with HU -59 provided 
good evidence that the cost to the bloc of eliminating all last -West trade 
then { I95O-5I) being carried on would be considerably greater than the cost to 
the West. Moreover, considering the bloc’s lower level of production and income, 
the gain to the bloc is relatively greater than the comparison of absolute 
gains would suggest. Even more important, because consumption is held to a 
minimum in the bloc in any case, the advantage of trade to the bloc, or conversely 
the cost of cessation of trade, was thought to be such more directly related 
to bloc production of both military and investment goods whereas in the West 
military capabilities could not be said to depend on Bast-West trade at all. 

There is no reason to believe that the same is not true with respect to the 
present level of trade and within fairly wide limits of additions to or 
decreases from that level. 

L* 

As far as the economic analysis of East-West trade earn be carried, therefore, 
the net advantage clearly lies "With the bloc. In the absence of evidence to 
the contrary, anjfching that increases trade between the bloc and the rest of the 
world increases the bloc’s economic capabilities relative to those of the West 
ami vise versa. A particular transaction or set of transactions can only be said 
to involve a net advantage to the West when political or other non-econoaic 
factors are introduced Into the analysis; since these are usually noa-quantifiable 
it is only a figure of speech to say there is a net advantage for the Whited 
States. What is meant is merely that in a particular case political or other - 
security considerations are overriding. 

%« Implications for Policy 

The foregoing discussion may be sunnaarised briefly as follows : 

1. Trade controls interfere with the composition and probably 
to some extent with the volume of East-West trade. 

2. Trade ccatrols thus impose an economic cost to both the 
Soviet bloc and the West. 

SRi^tJST 
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3> fills cost is relatively saall on both sides but greater 
for the bloc both absolutely and relatively. In other 
yards, trade controls hurt the bloc acre than they hurt 

the Vest. 

4. We do not know how the impact of trade controls within the 
bloc is distributed between various sectors of the bloc 
economy, but it is pr es um e d that the cost falls on both the 

J *' “ ‘ '' ' r -' 

military and investment sectors. 

What this Implies for economic defense policy is nothing less than a 
complete embargo on East-Vest trade. Bowevsr, as we have seen such an extreme 
policy would not be acceptable to other participating countries, and in respect 
of & number of commodities would probably not be feasible. Political and 
diplomatic expediency and other practical considerations therefore dictate 
a limited flexible control program. 

fhe criteria alloyed in selecting goods for denial und e r the present 

control p r o gra m are unsatisfactory because on the one band they exclude from 

. 1 1 A r i »v l ifvi* . ^ /*** ^ A t-n- f 'ji/ 

control not only basic commodities (raw aaterials and heavy primary capital 

equipment) essential to economic and industrial growth, but also many things 
that enter into military production but also have civilian uses . It attempts 
to be more selective than our knowledge of the Soviet economy permits; it 
relies too little on p resu m pt ion (frequently compelling) and too exclusively 
on proof (usually non-existent). 

Thus we need a new set of criteria mare closely aligned with the state 
of our knowledge of the Soviet bloc economy, mare pragmatic, more flexible, 
more inductive, and where necessary more arbitrary. Ve need a set of criteria 
aimed at (1) getting the maximum reduction in the overall volume of East-Vest 
trade obtainable in the multilateral framework and (2) imposing the maxima® 
overall cost burden on the Soviet econony for ary given redaction in trade 
volneyAfe need an approach which is concerned with the overall impact and 
does not quibble over individual item, which does not argue that this item is 
hard core and that one is not. Finally, we should recognize that in practically 
no ease where there is disagreement is the effect on the bloc one way or the 

SBCftEHF 
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other significant enough to justify the loss of good trill of any of oar allies 
or the expenditure of fai^h level dlpleaatic energies that should be devoted to 
■ore im por tant Issues provided the controls are such as on balance to materially 

inte rf er e with and reduce the volume of trade. 

fhe following section explores the availability of alternative conceptual 
approaches to, and criteria for, a Halted control program. In the end it say 
tuna out on purely pragmatic grounds that the beat limited control system is, 
vith aodifioations in the direction Just outlined, the one we have now. Web, 
to repeat, /Judgment is possible only on pra©»tic ©rounds; act on the continued 
acceptance of sn objective distinction between "strategic" and "non-strategic." 
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Alternative fforelMUtlte in ggMte Control PcJLicy 

2l» basic problem in tise selection of criteria for trails control is to 
limit attwt trade to such a degree (and, preferably, ia each directions) 

•* "Wfe o tbe cost of the Soviet bloc-. Limitation of trade could be 
affected through the coatral either of escorts or of import®. 
l * Sjgtelabift aad Adsialstr atioa 

Tech, ti cues for limitation of trade any be either noch»aelactive or 

selective* 

•* ffen«-6eleetlve ^eehalc-uea 

A aon-selactuve technique of erport eaatrol requires no 
assessment of the econcaie isjpact an the Soviet bloc of the denial of specific 
ecBMBOditles or ceassodity scroops, and heace is by far the alapiaat to administer. 
Its Justification lies la the fact that it is difficult to diet lagulsh tbs 
lapse t of an esbarg© of one class of ccareod; ties fro® that of another class 
and that an isportaiit consideration is the voi«s* of trade cut off as veil 

,ita composition . lit its ultimate foam, namely coapbete sateargo against ail 
sales or shipbeats of goods aad services to the bloc, it would obviously 
i»po»e the msSmm eeoaoaic injury to the bloc, the advantage of a collate \, 
•Kbwgo would be its lack of ambiguity, which would, sake it easy to administer, < ! 
Aa pointed out above-, however, at -the present stage of east-west relations 
there would be little possibility of asking; a complete embargo acceptable to 
other free world nations tii© would be inclined to regprd. It an a hoe tile ast . 
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Furthemore, * couplets embargo would provide excellent awraaition far' bloc 
propegand.'st.s. 

An alternative to easpist* embargo weald b* a system of 3feteS^H 
far frag world assort* to the bloc joresuasbly using *<** historical pariad. 

Such a «m«« weald sot offer any f ovanOd for w s * i» 1 sing east* be the felw 
and would very libely arouse opposition la "toe free world aa^orUag casaunlty 
because of its arbitrary aspect* Ibe frseaiag of expert relationships at the 
baaia of ms historical* bsse-'period* patters jrdid>ly would be specially 
distasteful to countries abase trade relations with tbs ties have undagone 
considerable change. 

Another am^rlcctire ays tea of controls wold be the liadtaMbn 
of skaters isports frcia the bloc . 81 ace Hoe eoEnodities saw sold to the West 
primar ily for the purpose of earning foreign exch a n ge to finance is^porte* a 
limitation m bloc foreign esahegge e ar n i ng would acMeve the broad purpose 
of control oy Halting total Hoc iaports* 5his type of control is curreBtlgf 
being applied by the United States against Cowuaist China's export *. Control 
over western imports would only serve to Halt the total, supply of western 
currencies at the bloc's disposal hat weald not deny it any spec fie western 
cuwao&i ties • Such a pragras short of a collet* ssfcargo of bloc isports also . 
would be v*uy difficult to ajply. It would entail seat of the difficulties 
of the value-c-wta aystsa described above as will as a naefeer of additional 
ones. It w«ild also prcfcably have to be coupled with as octsaslvs foreign 
funds corral prograo to be effective. 


... «. : .-a . • 
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It "be ea^haaized that all such no©-eel«ctive techniques 

vtw3A require an eolAr^went of the control fiuuuaric to luelaftt countries aot 
^ participating Jn the selective program for otherwise there would be nothing 
to prevent these countries frees acting as entrepots for bloc trade. The 
present ICW system would no longer be useful for preventing tiwaMpent*. 
b. Selective ff chntquei 

tosy ayatea baaed ah selective denial cf easports to the bloc 
entails greater administrative codte than a ecwplcte embargo became of the 
a^aaity for retest and negotiation, the processing of «*■»’* 1*-®***®* 

\ and such. There are alee the difficulties of developing dependable criteria 
;'f'% for selectivity, arising principally frm defic enciee in intelligence 

concerning conditione within the Soviet Ktoe. Saae form of eelective controls, 

however, it dictated by the uawilUnfnss* & ***** t * m wM ******** 
mSkmt the sis*lest form of control - a eceplete esfecaeo; and by the desirability 
of mxiMUim, tf poeeible, within a control system abort of a complete a^argo, 

tjbrti cos^t dt import de&lfcl to the bloc* 

SeUctiv* oontroU «■» •))!) to m 4 a** 3 - 1 * 1 ll»t« at 

.pacific mdltM or mrrov i**5. of cawtttM., *■»»'*' pr««mt .yet-,, 
or they say be built around much breeder categories . 

Controls baaed on broadly«dafined categories arc, in most cases, 

! «*«. efficient instruments of an effort control pw«» b *** 1 m 

| aagrg^y defined comaodity items, for a w*to*r of reaaetw: a) “» easier 

! for aontedhnical custoaa officials to enforce} b) a mere, defeasible eeozKmte 

| juatificatioa can generally be »•** f **** controls than those based on 
\ specific eoamodi ties j and c) iat^JLigeasse c<aweraing bloc siqppl'«© *ad 
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regal rmmr&m ess often be helpful ss regards broad categoric® but is usually 
tm% #uf f le i etttly ccuplete to permit fine dlotlsctloMu Bread* cate*|oriBS , 

©a the other band, are store likely to bo coaaMarafi a® ; uareaaoe^l© ' restriction 
of trade by private eooasreiol interests, Who would therefore be laellaad to 
app ose and etbeapt to elrcssveKt toe controls. 

A eymta* «f selective expert controls as? be selective, not 
only of the comodity groups to be controlled, but also of the degree to 
Which each controlled eoasodity Is to beaade available to the Bloc. Those 
- : subject to control could be either mSm^oed or subject to v-aagUtstjvc 
controls with only limited assotiafct permitted to to* Mac. Qaastltatlwe 

controls, however, add to the expense of adsiniatMtiodwhi 1© at the saee tisse 

\ * 

deammlM the cost to toe 'Sloe- of iaqport d enial . Insofar os to#* Sloe is 
permitted to import seas gusntity of the coatrollsd aasaadities, it would still 
be Able to 'Satisfy, at least to part, ita own. asst isfaetaat needs, and only 
toe uses itM.dk it eouaidars isctsi uxpsst would be denied. Thus the east 
ispoaed. an the KLoe per dollar of iaperts -daoied would jk£| be B i a s ta laed under 
a selective cysteD of want -.tart; vs centrals. 

Although say systesa of eelective export aootrol wOA require 
r »u to g study occasional revision to adjust both tsefasaaged c 1 rcuRstsiicee 
withto toe bloc and to advances to toe state of intelligence regarding toe 
bloc economies, a relatively constant syateo of control would probably be »ca*e | 
advantageous than a system of shift ia^ controls . lb* latter : w®uld probably 
create as asuatt confusion aM difficulty for toe free world os fear toe bloc. 


- t - 
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A f ree aefearjpo of ahipaerte of SB? single 1 td5 to the blo*. 

ulll be a u a ca a a ful only if every western eeontry produeissg the ite* rn^mm 
to enforce the control . Thus a efeetee of any Hot of eepartii to be 
controlled wet consider, ia sdditioa to the ec ocacsl g lees it wml& inp©»« 
onto© *i©e, the feasibility ef it* being accepted by producing, entries. Fast 
experience has iMicatef that 'the ware ec o no mic all y developed cmntrte# are 
jBsoare eiliiag to participate la such a pregwa, while the acoi-xasl eaUy 
uzaAerdeve loped countries voild he inclined to oppose it- the *y*i«& w*t likely 
to paecesft will therefore to# one which concentrate* m. control of edvsaeed 
isetua trial prod, net*. 

If the wee® coatrols are not applied to the entire bloc* the 
least atriageiii list east he taken a* the onl y appropriate tsais for the 
calculation of ’the cost ispaaed m the bloc. Shi* i* t*us bro*y*© that peart 
of the against which the scare otriwpsat controls sane aimed csk, *t 
least to 8& s » extent , db tain western good* through their Hoe trading .partners 
who are permitted to i*®arfc these used*. 
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If. t. ftyaHa Co st Criterion for Salectlag Spasm* aaortf ,1# JSqntr q&lad 
Any syst«a of export control* des:«n*& to prevent the bloc txxm achieving 
a elvaa level of doaeatie avftilsfellltleft of «sy particular ecwodity or 11*4 
af eamsodities is bound to he frustrated la whole or la. pert* As earlier 
pa®sa have demonstrated, bloc rsaoureaa are sufficiently large ant flodbls 
so that It can produce at worn- coat nearly say its* It vast*. The lapeet of 
controls m the asd ass* of resources c o rde^us htly easaet. he debtsralned. Thi^s 
t he only burden af trade controls lies 1« the limitation the?? ijgpo&e as the 
productivity of bloc resources toy farcing the bloc to as© larger aEOuuts of 
load, labor a»d capital to replace imports* Since trade controls '-as oe 
effective primarily la raising real coats, a accessary criterion for selecting 
goods to tie controlled is one lase& on relative real costs . Market values 
could tie used to represent these costs provided that relative prices la the 
country reflect relative scarcities of differ® at goods, scarcities in relation 
to one another end la relation to the dtesaad for the®. 

Calculatio n of the a ggr egate cost t& the bloc fra® a loss of -.rale requires 
a computation of the difference between the total cost of producing doasatleaUy 
an d the total cast of isjpartlsg 'the psrti®*il*r fosntiti** of each aoa&odity 
which the bloc is or would toe importing without controls* The difference 
toa tsa s o doaastie and import unit costs, that is, would toe sultiplicd by 
quswtiUee isgortoi to produce a Hat of ecaaodity eatagprles xmnfeed coaordiug 
to the different eeo&sadc tourdes®, or costs, which au ^argo of these 

I 

eoBsaodltlaa would impose oa the bloc. 

The relative cost criterion toy itself, of course, does act tell jpfc 
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toto ftetofeilc toft list fttould to d#ft*a tolew #iSsb QBiJ* t&M tzcmti® 

— 1 * tee fitted to toft Stoto toft laz&MiUm «f ft «*» i85pii< * * 

c^e^tftto to* if ftewtoiag Iftftft tofts to# swatowa totoa i* to to 

iaflietoft Tift trad# «w tool*, toe «pplito*i«*i of toft ©to* erftortaa 

e^ mm toft cf a tamimm tortos far tola* «sit of *"*• «*®' t * i *** Bi ‘ 

If r*Me «at dollar fricftft caftU to ftft^fttod to wfrftftftat real eoftto. 
a aortas of «fcl*-d&ll#r cofti wfclaft e«Oft to contracted to» 

is ao ^uaatlao trito toft ratio# of asttoaag* wmila&l* Is iatewafcional ttmi 
eooXA w*ml mm eotooUti to to** «- ***** to wm% adatotofiftoto to to# 
gmt to top er* mA to* Iftft# «*f Ssfarto of toito aeald tone toflfet swrIm 
coat, Stole mA toiler ototo wald to totos a# *^«*« 3 *attt* of Ml ^o«U 
ia to» Hoc to * tool* ft* to toe- fto» w« reafftjtltoly. itolft-tollftr 
ito^toft to fPtotot to« «to% ftotosteg totto* MMtotof hmm «*to for 

*tto ftoftoft if o^tooUtog «*«n* ft# to. to lap** ** moM* mmt 

m tlift VU*« totolcjftBKst ft* practical toft of to* totoslqn, hsmw*, 4* 
gtoatly feftperto % took of lafanifetftft, particularly toowt «tot factors la 
toe tetoo j to«: difficulty of MieadaiftC r&to-AaUm *•*!«• for 

evft& a salft-tod Hat of easaoditltoi ■ 4 # great* A/ 

I4sw pMMaa itotoati toft of roSatlw «*l esa> tooeeer, to totoitoft to 
a qptoaps * ftftto rto Lft ' toller retiae a» mf toe ato to» tetoaleue 

of iatorttototiy (iaput-ou^Jt) aaalyftlft eas to used to test, ft* *» ■•" 

|* ^ ft ,,l |jg ^ggT r j af BuJOft-tollar Bfttio# ia ®*®ort Costrol fnUsy, 
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mmm te a M to, relative coot InfoaeMtloa free other sewses. la addltim# 

< M ature iitteeaKiicm «•» be adftsead la ttM osse of a mmk*r of oaaesditiss 
fa depart of esrfeainterreis of relative easts- Prototypes, for staple, are 
aot produced fa fee Hoe arad therefore there Is oo relative east fafoswatioa 
on tfctdh to wmmm the pdn to thsESfae Proa faportfag «*eh lt*a». Heaase 
th ey ere sot produced, tes*svwr,1tMQr eat* tot weasel to toe costly i» taaw of 
r ^aeewMreaiat soil cap i t al, resources, aasfi therefore the laysste of losfag safe 
eaa toe a mam A to toe lavys* % is*®stods« prototgrpos, the bloe’c supply of 
research ability is erlar®e<l sad. fee r*eee»»ity for buildfae pilot feasts is 
e lfaiaated -. laports sateodytsig advanced t©fer,a?lagy vaald toe denied to- fee 

ia.ee ob the toasts of fee relative east criterion 

0 

Sissiliaply, yy ©osaodltios fa skiate fee filer has s crit ical dtef leicscy test, 
toe assayed to toe s ohject te very high d sassd &s prahieiicss. costs* 2f 
sere act. the cases, Hoe pawstewtioa «eald tease teaea e t g s a d ad to overccrae part- 
of fee dsfidiescy. 

qfs»** % yeSf controls tossed os a relative east erltsrlch- vowl# aehary® 
those rnrffiimUtttTf presently cac trolled aadsp listing ©aides (to) ®ad ( c )» 
test would slas toroaftea these. 
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la the light of the •hove discussion, altfcm#. it would he mat dsslmble 


to he able to draw up a detailed list of upwards of 600 Soviet laporta r»a&ed 
according to the tartan which the- low of each would have or the doneetic 
ecoacaor, the construction of such a list would require far -sore prlee-co«t or 
interindustry relationship iafanaoitiae than we aow have, or are ilsely u. 
have ia the asar future. 


Withta the renae of the feasible, however, tee c ou r ses of -action cm fee 
Bu;; .-eated, «adh of which would require- the addition of a new attribute (or 
attributes) to the exist in liet. As the entire prerioue dtesmeeloa indicates, 
the criterion of relative costs for determining which western product $ are to 
be denied to the Sloe is a® eecneadeeUjr sound arid rationally defensible st«n* 
dard. It i« therefore suggested that this new attribute be added to the exist- 
ing list, either as as addition to exietiaq attributes or «a the addition of 
two new attributes to the pr esi t attribute, (a) to replace sad brosdaa exist in ; 
attributes (b ) and (c ) » Hating quid® (a) should not be overthrown, not be- 
cause it is a relatively dear^cat and unsbbi gusus sriterioti, is relatively 
nunstmtTQ versial , and has a considerable Justification is 
'tfa, liU 8. tag . The effect of this wfauld be that items ac/w embargoed wider listing 
.giide (a) would be % etained ia addition to the ccaaoftltli agreed for c-.atr:.-i 
under the sew criterion. 

Is the first case the new attribute wnuid state that, with eay desired 
axceptisaa, those coaaaodity je^rn ^ s the loss of which would Upos» the : jr©atest 
real cent on- the ecoaony of the Bloc would be srtfcjnct tc- exper % ecstitii. As 
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earlier pointed out, the relative cost attribute include* all those 

ttmm that would be eafeertsoed under the present attributes (b) 
and (c), bat alia broaden* these. 

An AtMMtlvi to the addition of one radically new attribute would be 
the rmi i larmelnc «f present attribute# (b) end (c)» to Include the ms^tar::^ of 
an proto- types# on grDunds of relati we cost and to eefeargo all other ecesso- 
diiies who## production i# relati vely ecaree and therefore high oo®t, faforsa- 
ulating mi* tins attribute# (b) s#d (c) as follows t 

(b) Mate ria l#- and equipuent (by type* and spates) iddsh iaccapossBie 
advanced techno lo^y or wsitiwe technologl cal Satm-hfiW ( inclul- 
te.f p r oduct ion ISaow-how)# the acquisition af which nay reason- 
ably be expected to perait a si.piificant advance in Soviet 
bloc te chnolo gy over the level of development already ahjeed 
or expected to be achieved within a short period both is 
military and atonic energy production and is civilian produc- 
ti on of e^eaaodities basic t© the Icecf-ran growth of the 


Soviet eeonswy . 

(e) Materials end eeplpwat which are relatively scarce md costly 
|n soviet bite is. relation to the expand!** s Iojx^ re— 


i.uirmmnta ot the Soviet eeoaeny. 

the addition of one new attribute, or the rephrasing of the two existing ones 
are of courae alternative fume of pr — ent afeioa. The «*■» cowrsdity snxtps 


would be eaharj^H f*gaxd3waas of the fore chosen. 

Within these tew** of re fe re n ce the following twer course# 
can be suggested? 
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M list could be craastfU' : ted of 5© at 60 coasaadi ty gre«ps oavrarin 
ssaafljr all Gt eeoBcadt? rad nofctd ac’oi'diii..: to th© cost hhlch tfcc 

loae of wratera import* raseld israpose m the dorawtie eeoacs say of the Bloc* a« 


e aawmiamifc laa of ruble-dcOdar price ratio* ratjusthl far ©cure, and agjpra^sted to 
tti# will be t*®sdaa*i*s&ea as peart of ijstatlllgaEs* project# atirm&tfy 

initiated. 


At this strafe it appears il lw d y that these ratio#, repee^atirtg 
awrages ot & aide variety of lists# of kL^h and lor relative east® will fc# 
®*it« siralla? tc esse another. It also m<em likely, however, « th» basis of 
pewaut ina»le%e, that certain broad catagoriea will contain almost entirely 
fxwaoditias of MJh relative coats. Iter ©xas^le, alssssi all mtUlm 

are high coat itosses is tin Bloc j it wra t ld e^naagmsertly be expected that si* 
averse nd&e-dellar ratio for such & category would be hljx. Studies already 
ooople'fced indicate a weighted average rtdade-~dD.il ar price ratio far the- total 
af Soviet parxlue tloa of a®ip®x!jtetely 10 to 1. (m. this basis it mm 'fee deduced 
that any sriae ratio ever 12 to 15 ia high, lower than 5 to T is las. The 
correlation telraean pries* raid cost® fear retie* within this range is a^i^uews. 
Ifcaiethelaaa, is the- mm of exta^saaly hiji sad extreraely low p*ic® ratio* a 
pressnptis® racist# that costa tec any be extreae and therefore the Bloc wt*old 
Xerive l#f«se .gads# fraa lspirta of those craeraditi.es beraftes vary fei.gfe ratio*. 

Withiis the next twelve acratfe# am ruble price and cost .studies ra u 
be ccapleted. this ediitlanal iiifagnsattosa, together with price data v@ already 
have, pttxw&ts us to exassiae, in term s of ruble-daller ratio#, iapertrast *&- 
cete^srtee rap import# within the larger group# alrwrafy iswastifahed m m 
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ft fgprejgfttft * Thu* rubla -dollar rad left, feottreseed by lBfctirifidMtsy analysis 
•ad Uy» mmktmxj cosftiderfttionfl 4l®ciA3se& afeov# aay ftfth® possible the 

obstruction of ft list of selected ccaaaodity categories, mam or 1mm broadly 
defined, rwahed iKS<ariisg tc rate lift® <s>#fc«» 3och a list of coaK*>dity «aat®- 
gsrieti.ftBd ftdb-mla^oriee awat wait the coapfletiOB of studies, already mSmr- 
vay otr pSLaaswft* ApfBtsciwtely • year mill b® rfttplred* 

2. A s econd coarse of netfe®, eaa h* considered ®* either stable - 

saeatary be frJ ftarfc . just discussed, or altortasti re to it, would lie in the unaer- 
taHiag lay t&& iab*iili*pB©ft ecsassdty to provide ad hoc support age® request - 
Within the tarsi* of refaresiec* of the smg^efttftd additlosal attribute, & / 
limited meshes* ®f studies cc>uX4 be uaderlftiEftts sf the relative ^ 

aoModi ti — betas ccBaldaarwi fuflf ©stoargp. 

for rfaewt 12 aentfes ahilft beads research into eoafca is bain.-, 
ccH^letftd, igtailis eftcft aiqpport mould be title tc offer uotMing systaspti© or 
ma E ^ F tife * 9 aftl ft>j but mould enly respond tc ad bee reoueat*. After f^gproainaiely 
12 mm% h®, however, ft aystesatic pneftantotion could be aisle, bssfe thin w®ul4 
still act be <: c « ffl r eh ee>ftl re in it® treateessfc -of stib-aafeagsrift* . 

It titewld be eEtphaalstod again that ease of adsiBistraiioSi sad ssKxi~ 
Mastloa of their lagpuet rsguiSi that eadport ceastrol* be baaed css eoaraodity 
gather Wbm . m. specif is eoanodity Items . the »ape nwrcmly -cfefieed 
the ccwsodity itaa, the anile# mould be the far^portisa of total Sloe imports 
ter vhldi it maid be feasible to provide relative cost- iisf omsatioa * 

Baasfasg s» eager! eastaftl progress ©a cawed! ty iprts^g®, hcwaifer, 
r«Ki«ir®® netted for deftelteg end delialtiss the sitcsrps* Utefi if the 
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SECRET 

Hoe eoulA repl see a lost iiapart at little additional coat by the jap ort of a 
coasodity wMch is a ated substitute for tike faroar, the tnd» control is 
inflicting little injury. ftoaw coat infe-rmtiaa mast be « jgjlawee ;ted by 
technical l&svledi* of the degree to which substitute® s«n be effectively 
used to provide the basis fer daOinemtlng various ccaraodity ..groups. 

Is ecnslssian it m&zx worthwhile to BHjh a sf se jusAs that Mot* fcaperta 
froa tbs *fest are such a sssll Amotion .of Bloc output tw. the cost that 
the Has* can Inflict by trade controls is slight. , loss gf the good mil t-f 
w of our ailias would in sLL-^st ac case ever be justified % the effect on 

- ^ ^ «*«**? «*•* W &m* Itosu 2bua the negotiating *r«t» of the* 

US will be such Mure effeati rely used if directed toward the breadth sad 

scope of the progr» rather than toward the inclusion or exclusion of individual 
narrowly- defined tiorasodities. 
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B forCh maim SpmttXz fep&rto to be 

trad# control© are Justified only if they hurt to# 31#© iw 
hurt to# 1 ®##%, both p olJt tioally ##d economically* my program tott to# 

of will lap### •*•# Imu m to# trading partoara ImraiTisd, for 

tritoi parB^tta to# sequisi tlon of goods »ito a #(iJ)jj#3S expend! *#r# of prod## dti 
?#•$#£###• Tt># aim of t#y trad# control proippiMO^ to#r#fo?## «st •^1"* 

salalag to# Ui$my or lot# i^oaod -.m to# Stoo with & vi&iMM #f l#aa v# to# ^##t* 
In $$ti# ##. shall he #oly #ito toe various posslteiliti## f®^ 

##&#artog and d#JT4ni*ig th# s#on##jl0 loss to to# ifl.oc .f##ultA#g fro# a ©artaxliSBR u 
of: Mm lispon*#* 

to© moMio io$$, wh lofe tls# cessation- of trm# to oorUi-n i bola§ #$#** 
bar^ood would tapoe# on a omsn,try f o#n b# 4#f in#d as ill# H^to to# ooaatay 

U&y& hmmt receiving fvm% trtkl#* I&© gain fro®. trad# can, in torn* b© 4#iin#4 a# 
th# diff#f#no# to the- #3#064at# of productive resource# required for to# xsi^ 
Urn of to# i ©ported ooaaoditits in altumatiw ##yw torwigh 4^a##tie prod^>* 
tlaet or through me pr#d#ctl-#n of exporto to be a old m foreign »rketa to 
trad# for to### ocwaodltle#* The cost to to# Sloe of its toporto fro# %im m% 
is swpiwsw#it#d by tli# prodiwtiir# rosouroes it east d###t# to productog export# 
sold te the lest# If trad# is cartel led, to# vcl«# of ©xp^rts inquired' t© 
flame# toporto will be emUer tod to# dtolto# In prc^uetlor* for ©aporta will 
release certain prwue tlv# resource#* 'Iti© Sasun t of resources required to 
m$%m toe output to# iip#rt^r#Flaotor: Indus trie#, **11 fe# #*##t*? 

yiao tost, relmacri by export emitractloo, toe differone# ta resource requirm^ts 
r e|>re $#n ting to# gains fro# trad#* if on to# otoor hand, trad# has not b##n 
aativ-a w#d by consider to# rss-^are# T&€$kjT09&&%& of expanding too 
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m<f be less than tJh# jvloaead teeoureee of the 
export iaduetar m t itm difference indie# ting the cost of the nen-eooftooie gains 
froa trade* Here we shall aaaua* that on the fhde .fi3.ee trade has been econoai- 
cally »oiiva%»d. 

■%% gain* Tr*m trade, or the burden inv lved in a lens of tarsds can. thus 
be measured in ter*- ef the dlfJfsreaf aeouats of resources require! bofara and 
after trade to sake the sans naan title# of goods inllrtlt to the-doaa-sbie 
•eonoop* emtld also be defined in terse of the different, aananta of good# 
tvailabla to the doses tie eeenastjr free. th# Mm ^gntitUf of resource# before 
and after trade* la the second case cfce&gee in the level of total output, (#*§j», 
a roes daUcnel fsrcdttot in oenetsstt prices} before and after trade, *®Od be 
aoasured rather than the span titles of resourco* required* Both definitions are 
essentially concerned with- the affects of trade on the productivity of produc- 
tive resource#, .bus a definition of the economic less reauitla,’ fro® trade 
central* in aescace refers to tint difference in the productivity of the eeonoMgr*# 
resources ^#e used in Isolation and ®hen used la c -oa jane ti . on with an later* 
national division of labor* 
bolatlve Coats 

the mwi.r—nv of the aaotaat® of resources required to pay for i apart# 
sad the secants required for sn equivalc-m- d">s».vfcle production mat be in value 
terns* The proper values to be used ore the doses tie costs of product! on of 
luparta and. eaparta. Street voices :an be used to represent tfeeee costa pro- 
vided that relative price# in tin?* country refloat relative scarcities of dif- 
ferent goods, scare ill#® in relation to on* another and in relation t* he de*wwl 
for than. If the price of oaten input-labor, capital and equals the 

opportunity coat of the input— that is,, -be oorkat value of it# contribution te 
output in its beet (1.#., sscm productive) alternative opportunity for eqplcgnaant. 
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aiftd ,tf price of each good equal a the total of all input® required to 

prcxtece one unit of ill# '>od, tfear. A* nm of aarkat v*i»«e «»«M accurately 
refloat the difference* in quantities of resource ret|i irenenb® %& tar m of their 
relative scarcities. 

{jft% ut eeeujsc- such a pricing syetea is both ?be ; JS>S8t end the $3* suppose 
Ueat each enuntry produce® two e csessdi t las , 1 and X ender toe fcllwus* -'® 
per unit* 



ma 

US 

■:tible/Dollar 


(Ruble®) 

(1) 


X 

10 

2 

5*1 

X 

30 

20 

l|il 


la to# '035 R, 2 costs three ti west as mch to produce as 2# ®r for every unit ef X 

given up, it co-ild produce 3 wait# of X# Is th# X ia 1,0 visa® as expensive 

a# X. f or for ##ety unit of X given up 1© units of 2 «eol4 be obtained, Under 

th##** condition# it would be to the advantage of the 535E to produce I asd obtain 

X ill sxdiaagsi alsilarly, it wall b® to tbs advantage of tfao 98 to produce X aod 
obtain X is sssehang®. If is trail# X HL11 exchange for aare than 3 1* -be #§88 
would be better off. Bines tin* %S can get 10 X for every unit of X fives up ia 

riocBffiffltic jnrodoc licit, Xf it could get sore lbs® £ is eruhsisg# is 1 is trade , it 

10 

would be better off. The# as each sage ratio beteeea X * 3 X aad X * 10 X wuild 
benefit each eoeettry* i'bese c oaf-are tire cost rels tioosW pe as*# suaoarleed by -be 
ruble-dcllar east ratios of -h® ecssodiilas, 5*1 for x •»* l£il for X* fkue the 
H3SII g an achieve the greatest fains by importing those eaeaaditiee for ouicsl* the 
r uble ~d<Har rati, e of relative casts, ere the highest* 

Hm <m afc pihu f.i aaa fe©i*e#r» the t*c countries of the potential gain# fro’s trade 
will he deteiKii >ww1 by the ret® est saotieng® between their two currsneie# (the 
matom r of ruble* repaired to purchase on# dollar), or by the ter*® «f the barter 

■* £ 
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afs ■aadftts-'-: by whfch they trade i for % m .due a barter agrasacat in which f is 
exchanged for 6 X result jjx a fairly oven 45 « irlhetteft &f the aains fraa 

trade, «#>il# an mmfomm of 3 X for I weald confer as the US all of g* tMflti 
f thm trade. 


i-cjUtlve Cost Cgjtarlsm 

tjiw the baste of feet of trade controls lies ia the feet that ia order to 
achieve possession of Us# sans casr todi tie# if the o pp ortu nity for is t*w* vi, onal 
Tumde la denied* tbe country involved mat as* larger ^ twmnts of land, labor and 
capital* &lne« trade e-satrals are ef.feet.ive psrdwurlly in raising real aorta* 
a criterion for choosing cowwditiea aeceraissg to reLative .reel coats wtx&d p*sv 
alt the iepo#i '..visa on the Sice of a oauci&kct eeoaessi© eoet per value unit of good# 
denied* if, for exenpl*, the goal of a control program is the fraatretion of 
Btoo dejssand, the only effective emy m: ace^llshlrif thi# goal lies in drying to 
tlie 4Loe moms to- those goods stiles It ©an produce only at highest cost, Earlier 
pag«i have point*! out that if 3&m planer* ©oneider a nwnnditr sufficiently 
Important, ‘Assy can produce it at. am# ©est* &*airs3Ls, therefore, eansnot succeed 
in preventing ‘Use .Hoc fr?m aecpirtng certain cc«aadl%l##| they ©an enl? .force 
the Hoe. .te use wore res^rea* to saqaixtt then, i,®, # raise the Sloe*# real cost. 
A g a in , if it ear# c wield* red desirable to- attempt, to retard Hoc seemsatie develcp— 
»«t by m of export controls, --his would be mmt effectively aocoap lia od by 
denying the He® access to the goods shiyh it ©an produce only at very high rela- 
tive costs, then, to achieve- the ssee bill of .goods, the Hoe weald have t© spead 
wsr® rawiMi oft Uwlr protection* Alse.rnativftlsr, it the Bloc's pattern *f final 
desand is chmnfcd to purchase s*©*v of Masters i.ewa which ©re m% eaatrolled, it 
sea be deduced that it tuts been forced by controls to eheoae an inferior elserna- 
tive, 
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Wmim lb* choice of ecewatfiaee m me mtpsri to the aloe Is to be mtfb&P* 

m the criteria' of relative costs of ^Usa requires « eoapmUon of 

5fet ® t#t * L C98t ® f »■•*<**» <Sa»*ttaally vhe snare wmUt# m-ch ~Jm bloc i» 

or would be teparttaff witfeoui ooatrol*. atfferneee la «»n oasts, u»t ie, 

b * tqr quaaUUss taper ted la order to detemlne the total burden 

from trade wt&tat&o* *£ suefe- coet arid quaadty iafaawitlfm sure available in 
detail for «*tiy ociwodit* 1 ten acteO!* or potential* enteric into le*teS«#t 
^ 1410 lner **** 5i e<N,t a» 0»ff Oee by trade eaatral* over mrlms 

comma i* iuw ».:Od be toad to vary aaoetO* frtmvwy ftl#i* costs to meOmmm# 
hi^ sad lee costa for different item* Aewielly, however, cost and cnwm-.it* 
inforaaaoa la frequently available only fer ocaaodlt* categories and industrial 
«ro^»| cmmoamikf the bw!«® UpoMd on the Hon by raeoMtlve cattily s«i- 
trols «Ui b*-tond to rex y la steps, or jueps, rather than in smooth srads'los, 
la potaag such a criterion late practice, then, a list of a«Kiity ante- 
«ori«e can be envisaged malted •■« anting to the ec aoelo Harden, or oast, mic* 
a trade e-sbarge mmld iwpose m the Bloc, a* relative coat criterion by itself, 
however, offers no laforaaU* to aid In det^rsOaing where, in this rankel Hat 
ef mmtmm experts, am Hue should be dram belo* which the remitting- m tm frost 
***** wold be permitted to the filoo. fhe la^itloa of « eaxLvua burst tea lapflcs 
a coaple te eateergo, but la eoeethlng lees than the eaxisue harden i# to be i»». 
flicta via trade contra U, Um ill ation of the relative aoat criterion enables 
the iapoeiUo*! of a eaxLaua burden par dollar of trade curta ilaen i-, 

j.: As ’** afe& ^- *** 341 101e»*i»g pesee the aeamireaent of relative cost of 

oo^ndi ti^s ia severely Halted % scare ity' of date. It cermet, therefore, bo 
en edemata end workable beelo far trade controls by itself, Zt m « there ts a 
strong premnsption thet the Bice S atM wore free ti«4e than am %«t, ofejee- 
ave of UmiUm: the tela vOaae of trede should to jmoed in addition to the 

- IP • 
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selective aatergo ing of 

k niiUtt coat, criterion m-ald include attributes (b) and (e) m the existing 
list, far, m is diaeuaaed bales, prototypes aiasst fey WMtlsi are «f high 
relative cost* and thersfer© be ea&argoea, and itcras of eri tical dafSdteney 

art in all art supply only because the expansion of iheir output, if possible, would 
retire ntnwtloftiiljr large laputc of labor md capital {!.«., relative oust* 
weald b« high}* Sines It is desirable per se to charge aliitasry and a tattle 
energy l uta s , &e relative cost criterion would be sappleamtary io the preaerit 
criterion (a). 

Jjsthods for Mjisfmrli'y i Malaffive gosw 

la the section. that fallow* we shall be concerned *itb various swthada for 
asesuria*; relative seat# and the effects of Swt*bost trade ia varieMw caaaodi- 
tiet on Hoe resource raqslreanatbs* 

1)* dCbaUNSjcajUr >%-t4.rta, 

tiw coats to the Ho c resulting froa a lees, of trade with the rest of the 
world ia psrtloalar eoawadities can beat be lodged by a easparlson af the net 
resource reqoiriwwsts far producing these ©oasodities ia the %m groups of 
couutriea, using the ttS and USBM m roprassntet&re* if rubl® end dollar prices 
could be adjusted. to represent r..al coats, a series of ruble- collar ratios could 
be ooaairaetati sfcrlSb, when considered in exjunction with 'the rati* si egeebaags 
available ia iafcern* time! trade, vsald reveal these easscditiea which it wools be 
asst advantage oub to the bS&B to iaport and which heaee eouM inflict the roxfasst 
coat if their taper ta were denied* If auofe adjusted prices eoreld be obtains*, and 
.if trade «er« conducted st IMS predictable prices awl rates of erstpsng®, 

the rale would be quite staple! these eoanedittea with the hisses i .rable-dollar 
ratios vaxld be these whose replacsaent would be scat difficult for the Hoc m& 
would hence, if denied in trade, inflict -J»e asotiaaa coat on the Hoc per dollar 

of dar»f**t. -* 1 9 «• 
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In wmm *t UMemtlMl ratoeruO* and to® probable of « s ^ rch 

for to, ratios mprwseat toe aes% proaisxng natood ior S'-Xeetiag 

gxpcrto m be o atr©li®d by the %»*• la order to mxixLm m-mmic Uputu 
U*r«&«pMi»t md practical nm of toi* cechnito*, hoawrer, is «r>*tiy hatred by 
lack of inforaatiea, parttaOnrOy sheet cost factors in to# Mm§ %m difficulty 
of dataadnSttg leauiingfttl rufcl#-deIUr ratios for even a <*l*et«d lim* «* 
di^e# is graai. i*b# use of to# rubla-ddUar rati# ##tocd se-cld iwve to 


later «tia- toe- following problems* 

a* it* ertier to ## aaaat-:.agfttl f reblc-dcllar rati i would have to w applied 
*iea stoic** ar® eUerly identical. In tta* case of *** caaic mmri ais. 


to 

toi# wtod list b# a wry difficult urofcle**, altoou# qualitative ideatificati* 

i» 8 t»U!«s bord to m>*«, in to* <»«* «* aa**f actor#** §«***% particularly 

actsiaeto# it would be sore difficult. 

b , sorter ace aarket pri«#s wtod have to be adjusted, la toe first 

for toe inclusion of toe MPenr ** ■*>*«* iQ ***»« countries is M dcimat 
source of Istoraal revenue *m ufetofe distort® «wOj tbs price * true tore as 
bataaon various groups of oeanedi .-i#s. subsidies should also to elianaatsd* 
iaade^wto adjwtasats could entirely distort scat e»pari*one and tow tm- 

tmto the goal »■■*' to# trad# c -axtrol r-rogra*. 

c, the Soviet Bloc ays toss of fixing price# lmU#m m$$a and prof its in 
costs, bat exclwra tmiMnzim of rat, dapUtian and interest, U.«., *J* 
MUm> to tte .«t««d factor, of ^oductl*. ) MJct-nai for law f«=tor» 
Wirt ramtfU, bo *wt>t Mbit nrr, bat «• <«~“0 » order that ™Utl» 
aosto not- be distorted. 

d, .gv«n with e«pleto teansledgc ox surresat eo«to e>f pr ©due toon in to© ySSI 
smd the BS, to# ippU«iUsft of a rufcl#radall*r cost rstio in an ##»■»?# »/ to# 
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galas from trade lap lies A# asegaptlon that deacstic ouipst um be expanded at 
oo»ate«t caa», this assumption would, in may e»M, require examination, 
•specially where the necess a r y expansion of doom tie output could only be achieved 
through an increase in exietinj?. plant capacity cr fey the use of marginal ainse or 

land*. 

•• ivc« rcJta lively secure •*.« w&Le-dellar ratios awdd provide inform tioa 
duly about comparative cast* la the USSR and the I3S» their use as feidepeete in 
U»W%*i. trade iwd rcpilrs analysis of the regional variations, which are 
ermsiclerable, both within the dies and among the Free ®«rM countries. 

tm dele tire costs of traasp or ta tian and 'the geographic pet tern of 
trade -would also have to iie determined In. cedar t© deteraln© whether the ruble- 
dollar ratios am aaemiikgfal as a _uide to aerial trade advantage. 

I. dee ef ruble-dsllar cost ratios as a masers rf the gains fro* trade 
further sesame that, if trade mre out off, the Hoc would meet by attest* ting 
to replace through douse tic prodtic felon its lost isporte. the dice w ill attempt 
to stolaiste tit# east to it self of lost. Imports a«4 will be able to do so. In ise 
eases by «x$au*di%; the output of substitutes. the coarse chosen would depend 
pertly an the level and asters of it® sen costs of replacing iaporta, aa oompumd 
with the cost of axjooding --he output of substitute©. them will be eases, however, 
where the proper cos t eoapstatioa would 11* la a eoapartacB of the rsacursee re- 
quired to increase the output ot the suba&iteta wither than of the iepertr^&ppeblng 
Indus try. 

h. dost of the inform tlon availaW* cn Sloe, prices and costa relates te the 
year 1951 and v-*M therefore bar® to be adjusted for any changes that have occurred 
ia he years. 

2). inberliKimtey -analysis. 

fhe technique c£ in ter Indus try analysis, 'baaed on the structure of indus- 
trial intetYelaUonships in the ibSH, pjjpita aa emsdLnatian of the nature of the 
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Xjqpa&Xi imposed a© 'i|i# -Scarlet esaiaay fey the e#9SMtlcn of Sap arts* *n indicating 


the degree and induetarlsl location of bails the direct indirect, effeo is of an 
espaasjett of the t^perfe-replae 1 « t nduatxy, tn erimltistry analysts eosld aid in 
leoeting thoee owna©4i i4ee, the exjMKiiien of ootpet of ^hieb haw ^be largest, 

impact oat aaiatfeiag shortage#. This tectolQue can also b* need to eeppleNent and 
miimbtm of ruble costs derived free oMi»r •©arc*# end to penal % esaBidw*- 


tlan of tbs prodac ticn of aabetitutea for lost bap®rts. within the nm%% six 
mmiha more will I » rrailsble far application an, table describing the 

lat^rindhM*i*y net# ti msh tp§ esosif 61 processing and producing. sectors late %M,eli 
th» to tal of Soviet eeeno»?e actlvi^? has boon classified* Cnsuping all of econo- 
ade activity ini# «d? 61 industries lnplie# * largo mt of &*?gr©«aiion, tfei# 
further < ?»«*» that v»» 5 ' dote Hod said highly specific dtftaltlea# of iaport iiew 
camot be handled. thus frets this table it will not fee possible to axaaisio the 


iapaet on the USSR of a n— intlnn of iaport# of copper eiret father a ceesetieet 
of io p orta of *»ii insulated sire and cable would hare to be «*a»ined f aaseb brooder 
category* Or again, the effect# af m eafcarg© a*slaat the aoveweni of Jig-bcrere 
to the USSE could not be exfc£Lneti| rather it eoald be neceee# "j to consider the 
affect® of g" 1 *' trail jjjg all tap-art# of oachiise tad# und natal working aachinefy'* 


3). Siaplenwitoiy CewHd^aUcfw* 

«, Coeta a# they haw, been defined afe®ee t disregard the duration 

of the effect of trade control#. In the ease af «<*e cm feral#, the 3*53 v*»U be 
able to adjust <pie*ly, either by emending the aotpot of a d**e*tie industry ar 
by a ehanfod pettem of ftaal deswnd. in the caae of other controls, heeaeor, the 
adtfus #nt period: la likely to be of length duration, and therefore sore costly 
because of dJaaoganisabiflrai dsifh «d»t dertag any transition period, 3* resales 
of applying either mfcla-ddlar ratio# or interindustry analysis «M&d haw to bm 


amended by tine c ©no id orations • 
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sr ® <4 ©arts® ti&alJy prss&sed is the iileei 

sr la^set itt£mm%±mt flaistla* «*» ssh-efe to 


Jwipi tbt geiR ’*•' th * ■ :i °c ~*«a importing itase, immtm they in net pro- 

dtteed, teener r, they an *# asevaed zq be oeetlgr in of rtmnii and snei uj. 

jsrsee , *&• tb v ,£t w*-.,* tii# ia^ko I of lotifij eeete sen h® amptn^d to fe# 

•# inserting; f»retetypea # Use Jloc * s asftjslj* of research abHlyr is eaiAr^ed 
aa-: the a*M3»i^' far bonding pilot plant* is ellnUated, ?&»# i^#rt* *&i<xi?iag 
******** "Wild b* denied t,o a* Sloe an the basis of ?!?# gains ffos 

trade aiiterlea* 


c * A?sqi5 ^ tl,e aa * r,t naroov.lj defined eoassidltjjr categories far sfe xm *e too m 
rufcO.® pi ioe # <a*a>t m other tpealiiniav# data, certain ©oaneditlea ©an be deduced 
** m teifte wm\~ os tlw basis ef cjoaUtatira iafosmtiea. for «fyl y , these 
ecnacdiOM »»M S m big* cast sfeieh sre predated aeesiding to a «tM of e*v 
da.|#d. teetmdjesy, car *fcioh are prodaeed on a small seal# vhm us mepwrimom 
eat«g Hie eadeteaee of siseafcle eeoneeies of seal#., Br a«aU, w eoMadluee 

to be scares in relation m tit* Soviet 4«»»d for Vhm mm be rnmmwm %o be 
tUe nmvm of eiteebl* galas froa trade. *)» lee# of imports of suefe eemdltiae 
.vild base a s 1-gnl giusst. 1 epeo t an be domes tie eeocisay'. 
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